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Gentlemen:
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‘#a have considered your spplication for recognition of exemption from
"'Péderal inecome tax vnder section 301(:) (4) of the Internal Revenue Code.

The infurmsticn sulmitted discloses that you were incorporated onm
to act as ageat for the eivic and social bemefit and
terment of the residents and property owners of
F and for any and all other property whicl 1s accept you
or 8 purposes. You are suthoriszed to exercise 3ll of the powers
and privileges and pexform all of the duties and obligations of tt-:
property ownaers; to promote and provide any activity or service conduct-
ed for the r=t.al benefit of residents and owners; and to have and to’
exercise any and all powers, rights and privileges which a corporation
organized under the Hon-Profit Corporation law of the State of ] =y
exexrcise.

The lot owners in ths subdivision are members and subje~t to sssessment
of maintensace fees. The termination of membarship or the resignation
of asmbers opsratss to forfeit all privileges of membexrship snd all of
ths rights to the uss of any property belonging to you.

Article XI of your dylaws provides for payment of dues of $ per
year. The dues will bde used for maintensnce of tha roads, bu s,
sviam’ng pool, and common sreas. Article 20 of your amended Covenants

trictions states: * or its assigns, namely
» Tesexves the right to enter upon vacant or unat—

s for purpose of improving its general appesrance, mowing
weeds, Temoval of trash or trivia, ete., without deing classified as a

trespasser, or baing liadbla for damage to property removed.

In your bosrd mesting of HENENENNEENN, you voted to withdraw yoor 3. |
action to become a part of the County roads system to keep out tres-
passeTe. You will continue to do your own road maintenance.

In the minutes of your board mesting of E e you "ote that
it 1s the wish of the Property owmners to s ptiva -,

In your NN ) letter to “he property ownsrs, you state tiat
you have had the pool and te:mis court painted and put in good
repair, along with tle lavatories. You have locks on the gates to keep
out the undesirables you have had in the past.




In your newsletter Volume I, No. 2, you state that the m
and ~11 facilities on the cocomon grounds will be locked with padlocks.
All paid up membars will be giva a key at the office. Only memders who

are in good standing will bea allowed to use th. facilities that they
have paid for.

Section 501(e) (3) of the Internal Reveaue Code provides exemption fort

"Civic Leagues or organizations not orgsaized for profit but
operated exclusively for the promotion of social welfare...”

Seetiom 1.501(c) (4)-1 of tha regulations provides, in part, as follows:

”(a) (1)In general. A civic laagues or organisation may de
exempt as an organization descxided in section 501(c) (4) 1f -

(1) It i3 not organized or operated for profit; and

(11) It 1s operatad exclusively for the promotion of
sceial wvelfare.”

"(a)(2) (1) An organization is operated exclusively for the
pronotion cf social welfsre if it is primarily engaged in
promoting in some way the commim good and general welfare of
the people of the community. An organization embraced within
this cection is ons which is operated primarily for the purpose
of dringing about civic betterments and social improvements
#%% The promotion of social welfare does not include dirxect or
indirect participation or intervent.ion in political caupaigns
on behalf of or in opposition to say canlidate for pudblic
office. KNor is an organization operated primarily for the
prouotion of social welfare if its primary activity is operating
a social clud for the benefit, pleasure, ©or recreation of 1its
members, or is carrying on a business with the gsneral public
in a msnner similar to organiszations which are opsrated for
Pfo‘itow '.5 - oin .
LY

Revenue Ruling 74-99, 1974-1 Cumulativa Bulletin 131, holds that in

order for s homsowners' association to qualify for exemption under

section 501(c) (4) of the Code, it must have the following charscteristics:

1. The organization must serve 8 "community” which bears a reasonable,
recogni :able relationship to ao area ordinarily identified as
soverrnental;

2. It must not conduct activities directed to the exterior maintenance
of private residences; and

3. The coumon area or facilitiss sust be for the use and enjoyment of
the public as distinguished from controlled usc or access restricted
to the nembers and thair guests.

P



Revenue Ruling 69-280, 1969-1 Curmulative Bulletin 152, holds that a .
nonprofit organization formed to provide maintenance of exterior walls N
and roofs of homes of members who own houses in a development is nnt

exampt as a sccial welfare organization.

Based on information submitted, we have c.ncluded you do not mest tha
requirements of section 501(c)(4) of the Code. There is no evidence
indicating that you are a geographical unit bearing a reasonadbly recog-
nizable relationship to an area ordinarily fdeantifiable as a govermmen-
tal subdivision. In fact, it sppears that you are an aggregation of lot
owners bound togzether in a structured unit formed as an integral part of
a planned recraational and housing development, for ths use and general
benefir of the owners. You maintain p-ivate lots through mowing and
cleaning efforts. This is a direct benefit to members and is consider-~
ed a service similar to the maintenance of walls and roofs of members’
homes described in Revemua Ruling 69-280. Furthermore, your racreation-
al facilities are for the use of your membera and their guests and are
not open to the gsneral public as required by Revenue Ruling 74-99,

Revenue Ruling 75-494, 1975-2 Cumulative Bulletin 214, held that while
homeowners' associstion: nusy be exempt as social clubs, maintenance of
residential streets, trash ecollection, enforcing restrictive covenants,
and provid:i=3 poli‘ce protection are not socisl or recreational activi-
ties and will praclude exemption.

You are maintaining a road and water system. These activities are prohib-
ited by Revenus Ruling 73-494, .

Accordingly, it is held that you are not entitled to exemption from
Federal income tax as an organization described in either sectiom 501(c)(4)
or 501(c)(7) of the Code, and you are required to file income tax returns
on Form 1120 or Yoxm 1120-H,

As s homeowners’ association, you may qualify for.treatment under section 337 ..
528. 1In this letter we are not ruling on the question of whether you

qualify for trestment under section 528. However, if you belisve you

qualif{y for such treatment, you should file Yorm 1120-H when due.

If you do not agree with these conclusions, you may, within 30 days from
the date of this letter, file in duplicate a drief of tha facts, law,
and argument that clearly sats forth your position. I1f you desire an
oral discussion of the issua, please indicate this in your protest. The
enclogsed Publication 892 gives instructions for £iling a protest.

If you do not file a protest with this office within 30 days of the date
of this report or letter, this proposed determination will become final,




If you agree with these conclusions or do uot wish to file a wxittea
protest, please sign and xaturn Yorm 6018 in the enclosed self-addressed
envelope as soon as possidle.

If you have any further questions, please contact the person whose name
and telephone mumber are shown at tha deginning of this letter.

Sincerely,

Acting l!tx!t Director

Panclosures:
Publication 892
Publication 528
Porm 6018

Form 1120-d (1981)






